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On Aug. 29, President Juan Carlos Wasmosy's administration released a new report on the financial
status of Paraguay's state water, telecommunications, and electric enterprises that shows that each
of the three firms is operating with a deficit of up to US$5 million per year. The report is expected
to accelerate government efforts to privatize those companies. Also, in late August the Wasmosy
administration won a legal battle to proceed with the sale of Paraguay's state airline (Lineas Aereas
Paraguayas, LAP), and the government is now reviewing bids from three foreign and domestic
consortia that are interested in buying the company.
For many years, the Paraguayan government has reported operating deficits in the country's
three largest firms: the water company Corpoana (Corporacion de Obras Sanitarias), the
telecommunications firm Antelco (Administracion Nacional de Telecomunicaciones), and
the electric company ANDE (Administracion Nacional de Electricidad). In 1993, however, the
government says operating losses in all three firms reached record levels, with each company
reporting a US$5 million deficit, forcing the state to provide US$15 million in direct subsidies to
keep those businesses afloat. Of the three, the water company registered the most dramatic increase
in its deficit last year. Corpoana had reported US$1.68 million in operating losses in 1992, which
means the company's deficit jumped by nearly 200% in 1993.
As a result of the losses, none of the firms have the resources needed to expand their operations,
causing a sharp deficit in services since the utilities are unable to even keep up with annual growth
in consumer demand. According to the government report, Corpoana only provides water service
to 780,000 inhabitants, about 18.5% of Paraguay's total population. The company estimates that it
needs to immediately invest at least US$450 million to significantly expand services, especially to
meet growing demand in Paraguay's sprawling urban zones.
Antelco also estimates that it needs to invest at least US$360 million to expand services, since
the company has been unable to meet requests by citizens to install 180,000 new telephone lines
around the country. Paraguay operates an average of 3.1 telephone lines for every 100 inhabitants,
compared with an average of about 7 lines per 100 inhabitants in the rest of Latin America. In part
Antelco's operating deficit is caused by its huge labor force. According to Antelco directors, the
company's total number of employees averages 5,043 workers for every 1,000 telephone lines run
by the company. In comparison, the international average is 1,025 workers for every 1,000 lines.
Labor demands also aggravated the electric company's deficit. ANDE negotiated a new collectivebargaining agreement with its workers last year that significantly increased operating expenses,
forcing the government to consider new rate hikes to cover the company's losses.
The increase in deficits in all three firms is expected to renew government efforts to privatize those
enterprises. The Wasmosy administration hoped to sell off a total of seven state companies by
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next year, which in addition to the water, telecommunications, and electric utilities includes the
state airline LAP, the state cement company, the Social Security Institute (Instituto de Prevision
Social), and the steel company Aceros Paraguayos (ACEPAR). Nevertheless, in April a group of
23 senators passed a bill in Congress to block privatization of Corpoana, Antelco, and ANDE by
labelling those firms "strategic" public utilities. The executive vowed to veto the bill and fight for
legislative approval for privatization, but the Wasmosy administration faces an uphill battle when
the bill is reintroduced in Congress.
Meanwhile, on Aug. 23 the government finally held the first round of bidding for LAP, receiving
three offers from domestic and foreign consortia interested in acquiring the airline. On Aug. 11,
the government had been forced to suspend the auction at the eleventh hour because of a judicial
appeal by a pilots' organization that claimed the terms of LAP's proposed sale are unconstitutional.
The courts dismissed the claim in mid-August, paving the way to reopen the auction. The three
investor groups that entered bids include a consortium of Ecuadoran and Paraguayan businesses
headed by Ecuador's private airline SAETA (Sociedad Ecuatoriana de Transportes Aereos); a second
consortium led by the Brazilian airline Viacao Aerea de Sao Paulo (VASP), which also includes some
Paraguayan partners; and a third group of Paraguayan investors headed by the firm Sady Bazan y
Asociados.
Of the three, the consortium headed by SAETA which dubbed its new investor group "Skies of
America" (Cielos de America) apparently has the best chance of winning the rights to buy LAP,
since it outbid the other two consortia in the auction. Skies of America has offered to pay US$22.1
million for the airline, compared with US$19.5 million from the group headed by Sady Bazan y
Asociados, and US$19.4 million from the VASP group. The government's Privatization Council
(Consejo de Privatizacion) is now evaluating and comparing the three bids, and is expected to make
its recommendation to the executive in the next few weeks.
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